
I lllllllllllllllllllll lllll lllllllllllllll llllllllllllll IIII 
0000035250 

ORIGINAL 
A subsidia y of Pinnacle West Capital Corporahon 

Justin H. Thompson Tel. 602-250-2060 Mail Station 9708 02 
Manager Fax 602-250-3003 PO Box 53999 
Regulation, Policy & Analysis e-mail Justin.Thompson@aps.com Phoenix, Arizona 85072-3999 

November 2 1,2005 

Docket Control 
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Phoenix, Arizona 85007-2996 

- A  

Re: APS EPS Credit Purchase Program, Docket No. E-01345A-05-0373 

Reference: APS Application for Approval of the Environmental Portfolio Standard Credit 
Purchase Program and the Authorization to Enter into EPS Credit Purchase Contracts, dated 
May 25,2005 

Dear Madam or Sir, 

On May 25,2005, APS filed the referenced Application for approval of its Environmental 
Portfolio Standard (EPS) credit purchase program and authorization to enter into EPS credit 
purchase contracts. The application is currently pending, and APS is requesting to amend the 
application by replacing Exhibit A with the attached revised Exhibit A. Enclosed is the 
original plus thirteen copies. 

APS has been working with a variety of stakeholders for the past six months to develop the 
framework for an Arizona Uniform Credit Purchase Program (UCPP). The UCPP is 
envisioned to establish a set of common “ground rules” for EPS credit purchases that the 
utilities and renewable industry can implement consistently across the state. The UCPP is 
envisioned by the stakeholders to encompass a variety of technologies such as wind and 
biomass in addition to solar. While much progress has been made, the UCPP has not yet 
been finalized. 

APS would like to capitalize on the opportunities for solar projects that will arise in 2006 and 
is making this revised filing prior to a final UCPP. The Energy Policy Act of 2005 created a 
30 percent investment tax credit (ITC) for solar technologies, and it is effective for two years 
starting in January 2006. APS has worked collaboratively with solar industry stakeholders to 
modifl our current program along the lines of the UCPP framework to assure that all parties 
can capitalize on this imminent opportunity. APS has communicated regularly with ACC 
staff to solicit feedback as program changes were developed. 

The proposed amendment encompasses several important changes. The incentive level for 
photovoltaics is reduced from $4 per watt-DC to $3 per watt-DC. During UCPP discussions, 
this incentive level was broadly agreed to by both the Arizona utilities and the photovoltaic 
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industry as appropriate for the current market conditions. A P S ’  current program provides $4 
per watt-DC with a cap at 50 percent of the total system cost. Our 2005 average payout for 
photovoltaic systems is less than $4 per watt, indicating that our current incentive is higher 
than necessary for current market conditions, and this figure continues to decline. The 
proposed program amendment would reduce the incentive to a level that encourages cost 
effective systems. The change also moves APS closer to other major incentive programs in 
Arizona. 

The incentive for small solar water heating systems is proposed to be changed from $700 per 
system to $0.50 per first year kilowatt hour savings based on certified ratings. A variable 
rate will provide additional incentive for larger systems and has been requested by the solar 
water heating industry. 

APS is also proposing implementing a $500,000 cap on incentive payout to any single 
customer in a calendar year. As the solar industry grows, projects become larger, and APS 
would still like to ensure that the credit purchase funds are able to benefit as many entities as 
possible. 

APS has worked with solar heating, ventilation, and air conditioning representatives as well 
as large commercial water heating representatives in Arizona to develop a mechanism to 
include their projects in the program. The result is the introduction of a production based 
incentive (“PBI”) where systems receive quarterly payments for the amount of thermal 
energy produced over a period of up to 10 years. PBIs will allow the credit purchase funds to 
support a larger number of projects in any one year. Our program amendment also allows for 
negotiating PBIs for photovoltaic systems. A portion of the commercial funds will be 
reserved for photovoltaic customers that are willing to contract for a PBI instead of an up- 
front incentive. We are also proposing that third party ownership be allowed for commercial 
systems to take advantage of energy savings contracts that can be facilitated by vendors. 

At this time, under the current EPS rules and funding, APS plans to allocate $4.25 million to 
this program for 2006. Half of the funds will be allocated to residential customers, and the 
other half of the funds will be allocated to commercial customers; $250,000 from the 
commercial funds will be reserved for customers with photovoltaic systems that are willing 
to negotiate a PBI in place of an up-fkont incentive. Once the EPS rules and funding is 
revised, APS will review the program and adjust the funding allocation. 

A P S  has worked with numerous stakeholders to broaden our program in a way that can be 
universally supported and can be implemented quickly enough to take advantage of the 
Federal ITC. As such, APS respectfully requests that the Commission act on this Application 
by its January 2006 Open Meeting. 

If you have any question please contact me. 

Manager 
Regulation, Policy & Analysis 
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Exhibit A 

Arizona Public Service Corporation 

Environmental Portfolio Standard Credit Purchase Program 

Overview of Program 

In February 2001, the Arizona Corporation Commission (ACC) adopted the 

Environmental Portfolio Standard (EPS), which established goals for Arizona retail 

electricity providers to generate a percentage of their electricity from 

renewable resources. The standard also added a surcharge to customer’s bills to pay for 

the new program. The EPS requires that a minimum of 60% of the renewable energy goal 

be provided fkom solar electric resources by 2007. 

APS offers customers, who have new solar systems installed, the opportunity to 

sell to APS the EPS credits and environmental attributes associated with the energy 

generated by the system. These credits are utilized to meet APS’ EPS requirement in 

1 

exchange for a payment to the customer. 

The EPS Credit Purchase Program provides several different options for APS 

customers: 1) grid-tied photovoltaic systems; 2) off-grid photovoltaic systems, 3) solar 

water heating systems, and 4) solar heating, ventilation, and air conditioning (HVAC) 

systems. APS also has an option for solar energy system dealers and manufacturers. The 

energy that is generated by a customer’s system is credited toward APS’ requirement for 

renewable energy resources under the Arizona Corporation Commission’s rules2 The 

solar water heating systems are applied towards the “other” category and the photovoltaic 

’ “EPS Credit” is defined as the number of eligible kWh (after appropriate extra-credit multipliers are 
applied) to be used to meet a utility’s EPS requirement. Eligible kWh is defined as energy purchased or 
produced from a system or technology that qualifies under the EPS Rules and is available to displace 
customer’s use of electricity or gas. 

A.A.C. R14-2-1618. 



Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

systems and solar HVAC systems3 are applied towards the solar electric category. The 

total annual benefit to any one customer is limited to $500,000. 

General Requirements 

To ensure that the new system complies with the EPS Credit Purchase program 

requirements and that funds are available for the installation, a customer should reserve 

funding for the installation. Funds are made available for reservation on the first working 

day after January 1 of each year. Reservations can not be made for future years, nor can 

multi-year reservations be made. Funding is not guaranteed without an EPS reservation. 

The customer selects the system that meets their needs and obtains complete pricing 

information from their dealerhnstaller. After selection of the system, the customer must 

provide APS with relevant information, including a price quote from the dealerhnstaller. 

APS’ reservation forms are available at www.aps.com/eps. Once a customer has received 

confirmation and written verification from APS that the Company will purchase the EPS 

Credits, the installation process begins. 

For photovoltaic systems and small water heating systems, the customer has 180 

days fiom the date on the reservation confirmation to complete the installation. Upon 

request from the customer, APS will grant extensions of the 180 day requirement caused 

by delays beyond the customer’s control. After 180 days the reserved funding will be 

made available to other customers seeking reservations, unless an extension has been 

granted. Upon completion of the installation by an Arizona-licensed contractor, the grid- 

tied system is inspected and approved by APS. Within 180 days of installation, the 

customer must notify APS and submit an executed credit purchase agreement, such as 

that available at www.aps.com/eps, and, where applicable, verification of an APS 

Only solar HVAC systems eligible to meet a portion of the “solar electric” requirement under the EPS as 
approved by ACC Decision No. 67402, dated November 2,2004 or future related ACC orders are eligible 
for APS’ credit purchase program. 

2 



Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

interconnection agreement, as well as the receipts confirming the system purchase price, 

financing costs (if applicable), payment and installation by an Arizona-licensed 

contractor. The EPS Credit The customer will then receive payment from APS. 

Purchase Agreement assigns the rights to all associated EPS credits and environmental 

attributes to APS and allows the system to be used by APS in meeting its EPS 

requirements. 

For large solar water heating systems and solar air conditioning systems, the 

customer has 365 days from the date of the reservation confirmation to complete the 

installation. Upon request from the customer, APS will grant extensions at its discretion. 

Upon completion of the installation by an Arizona-licensed contractor, the system 

is inspected and approved by APS. Prior to completion or up to 180 days after of 

installation, the customer/or system owner must execute a credit purchase agreement with 

APS. The customer will then begin receiving payments from APS on the schedule 

described later in this document. The credit purchase agreement assigns the rights to all 

associated EPS credits and environmental attributes to APS and allows the system to be 

used by APS in meeting its EPS requirements. 

All systems eligible for credit purchase must be located on an APS customer’s 

property, except for off-grid systems. Commercial systems may be owned by third 

parties, and APS may make payments to such third parties with written consent of the 

APS customer. Residential customers may assign payment only to an installer, dealer or 

manufacturer. For both residential and commercial systems, payments to third parties 

can only be executed after written acceptance of the system by the APS customer and 

execution of a credit purchase agreement with APS. 

I 
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I -  Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

Consumer Options 

A. Grid-tied Photovoltaic Systems. 

With the grid-tied option, a participating customer’s photovoltaic system 

is interconnected to the APS electric grid. The customer receives a one-time EPS Credit 

Purchase payment of $3.00 per watt-DC (based on the manufacturer’s rating) for 

purchasing and installing the system. For system expansions, payment is capped at 50% 

of the total cost for expansion. 

For example, customers installing a new 1,000-watt solar system on their home 

will receive a one-time payment of $3,000 from APS. To ensure funding is available, 

customers must reserve the EPS Credit Purchase funds prior to installing their system. 

Customers that apply for funding after the installation or after contracting with a 

contractor will only receive funding if it is available at that time. 

To protect the reliability of APS’ system and‘ the safety of its employees, in 

addition to the requirement that the system be installed by an Arizona-licensed 

contractor, the customer is also required to execute an interconnection agreement, which 

addresses operational and safety standards. Beginning in 2005, each customer is required 

to report the total system performance to APS on an annual basis. Systems are not limited 

in size. 

Oualifications for Grid-tied Option: 

This option is available to both residential and commercial customers who 

purchase a complete photovoltaic solar system or expand an existing 

photovoltaic solar system with all new components. A complete solar electric 

system includes solar panels, inverter, and other related equipment to provide 

AC electricity to a customer site. 

Installations must meet APS interconnection requirements. 

Customers must sign an interconnection agreement with APS. 

4 



Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

0 The system must use UL-rated components and meet IEEE 929 specifications. 

0 An Arizona-licensed contractor must install the system. 

0 The customer must provide a separate meter for the solar system, and it must be 

placed adjacent to the existing APS meter and marked "solar meter." 

The system generation (kWh) must be reported annually to APS. 

In addition to the one-time payment option, APS will reserve a portion of the funding for 

commercial grid-tied photovoltaic systems that are willing to contract with APS for credit 

purchase based on production (i.e. cents per kilowatt hour of production) in place of an 

upfront lump sum payment. Term and credit purchase price for such systems are to be 

negotiated between the customer and APS before a reservation for the f h d s  is made. If 

the reserved funding is not fully subscribed by such projects by the end of September 

each year, the remaining funds will be released for upfront lump sum credit purchase 

payments. 

B. Off-grid Photovoltaic Systems. 

This option is available to residential and commercial customers in remote areas 

who are not connected to the electrical grid and wish to purchase a solar energy system to 

provide power for their electrical needs. The off-grid option can provide a cost effective 

alternative for rural customers, who would otherwise incur a line extension cost to 

receive electrical service. APS will also make this option available to residents in remote 

fringe areas that are adjoining the Company's service territory, with the permission of the 

adjoining utility. A customer receives a one-time EPS Credit Purchase payment of $2.00 

per watt-DC for the installation of an off-grid remote photovoltaic system, up to a 

maximum of 5kW. For example, a 1,000-watt solar system qualifies the customer to 

receive $2,000 from APS. For system expansions, payment is capped at 50% of the total 

cost for expansion. 

5 



Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

Qualifications for Off-Grid Option: 

0 This option is available to customers who purchase a new, complete, or 

expand an existing remote photovoltaic solar system. A complete remote solar 

electric system includes solar panels, batteries, inverter, and other related 

equipment to provide AC electricity to a customer site. 

The system must be installed in APS service territory, with limited exceptions 

in fringe areas. 

The system must use UL components and meet IEEE 929 specifications. 

An Arizona-licensed contractor must install the system. 

This option is limited to a maximum system size of 5 kW. 

0 

0 

0 

0 

C. Small Solar Water Heating Systems. 

This option is available to both residential and commercial customers to replace 

an electric water heater or other water heating system approved by the ACC. The 

customer receives a one-time EPS Credit Purchase payment for the installation of a solar 

water heating system of $0.50 per first year kilowatt hour savings based on the OG-300 

rating fi-om the Solar Rating Certification Corporation (“SRCC”). 

Oualifications for Solar Water Heating System: 

0 This option is available to both residential and commercial customers and must 

replace an electric water heater or other water heating system approved by the 

ACC. 

0 The system must have obtained certification under the Solar Rating and 

Certification Corporation’s OG-300 system rating test. 

An Arizona-licensed contractor must install the system. 

This option is limited to systems rated at 100,000 kWh per year energy savings or 

less. 

0 

0 
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Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

D. Large Solar Water Heating Systems 

This option is available to commercial customers to replace an electric water 

heater or other water heating system approved by the ACC4. The customer receives a 

production-based incentive (PBI) for the thermal energy delivered by a solar water 

heating system of $0.07 per kilowatt hour-equivalent based on metered production. 

The PBI is for a term of 10 years or 50% of the total system cost, whichever comes 

first. The cost associated with financing the system may be included in the total 

system cost (receipts or documentation must be provided to APS at the time of the 

credit purchase agreement execution) and the allowable finance rate is capped at the 

federal prime rate plus 5%. For example, if a solar system costs $20,000 and the 

financing cost is $2000, then the total system cost (for purposes of this Credit 

Purchase Program) is $22,000. Accordingly, the maximum PBI would be $1 1,000. 

Payments are made at the end of each calendar quarter within 30 days of receipt of 

thermal meter readings. The customer is responsible for providing meter readings. 

APS reserves the right to inspect the system, including the meter (s), at any time. For 

purposes of payment, 3,412 BTUs equal one kWh. 

Oualifications for Large Solar Water Heating Systems: 

This option is available to commercial customers and must replace an 

electric water heater or other water heating system approved by the ACC. 

Payments are based on delivered BTUs which are defined as BTUs 

Minimum system size is 5,000 kWh per year energy savings 

generated and used for heating water excluding waste heat. 

An Arizona-licensed contractor must install the system. 

Currently, APS is limited to providing incentives for natural gas customers to two customers per calendar year and a 
maximum of 60,000 therms per calendar year. If this order is amended or superseded by any other ACC Order, APS’ 
credit purchase program would reflect such a change. 

7 



Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

E. Solar HVAC Systems 

This option is available to commercial customers to replace an electric HVAC 

system or other HVAC systems as approved by the ACC. The customer receives a PBI 

for the thermal energy delivered for cooling by a solar HVAC system of $0.16 per 

kilowatt hour-equivalent based on metered production. In addition, systems that 

incorporate solar thermal heating and/or solar thermal water heating are eligible for the 

large solar water heating PBI of $0.07 per kilowatt hour-equivalent of thermal energy 

delivered for heating. The PBI is for a term of 10 years or 50% of the total system cost, 

whichever comes first. All heating and cooling payments are credited for calculation of 

the 50% cap. The cost associated with financing the system may be included in total 

system cost (receipts or documentation is provided to APS at the time of the credit 

purchase agreement execution), and the allowable finance rate is capped at the federal 

prime rate plus 5%. For example, if a solar system costs $20,000 and the financing cost 

is $2000, then the total system cost (for purposes of this Credit Purchase Program) is 

$22,000. Accordingly, the maximum PBI would be $1 1,000 Payments are made at the 

end of each calendar quarter within 30 days of receipt of thermal meter readings. The 

customer is responsible for providing meter readings. APS reserves the right to inspect 

the system, including the meter (s), at any time. For purposes of payment, 3,412 BTUs 

equal one kWh. 

Qualifications for Solar Air Conditioning Systems: 

This option is available to commercial customers and must replace an 

electric HVAC system or other HVAC system approved by the ACC. 

Minimum system size is 10 tons of cooling. 

Cooling and heating must be metered and reported separately. 

0 
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Arizona Public Service Corporation 
Environmental Portfolio Standard Credit Purchase Program 

0 Payments are based on delivered BTUs which are defined as BTUs 

generated and used for cooling and/or heating purposes excluding waste 

heat. 

An Arizona-licensed contractor must install the system. 

Dealers and Manufacturers of Photovoltaic Solar Energy Systems 

Dealers and manufacturers of photovoltaic solar energy systems may apply for the 

EPS Credit Purchase agreement for their own installations on their own premises. Dealers 

receive a one-time EPS Credit Purchase payment of $3 per watt-DC or 50% of the system 

cost basis, whichever is less. The cost basis for a dealer will be based on their actual cost 

of the technology. In addition to the general and grid-tied system requirements, dealers 

and manufacturers must also comply with the following. 

Additional Requirements for Dealers and Manufacturers: 

0 A dealer cannot profit from installing their own systems on their facilities 

or include a markup on systems sold to themselves or their employees. 

Dealers cannot include installation in the cost basis for the EPS Credit 

Purchase Program. 

Dealers must be able to verify the cost they paid for each system 

component by providing a purchase invoice or receipt for each major 

component with the reservation and agreement. 

Manufacturers are treated the same as dealers but they cannot include their 

own technology in the cost basis for the EPS Credit Purchase Program. 

0 

0 


